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SPENDING CONTROLS 





HE BIGGEST BUDGET in ‘the ae history of 
the United States; proposed by President Eisenhower 


. for the fiscal year starting next July 1, has stirred up a 


storm of criticism. Members of Congréss report that they 
are being inundated by demands from’ constituents for 
steep cuts in government outlays. A statutory limit on 
federal spending and other measures to put a tighter rein 
on expenditures are therefore receiving more serious con- 
sideration than at any.time since early New Deal days.' 


The budget for fiscal 1958 calls for expenditures of $71.8 


* billion—almost $3 billion more than the total estimated for. 


the present fiscal year. Soon after the budget was sub- 


-mitted to Congress last Jan. 16, Sen. William F. Knowland 


of California, Republica floor leader, urged a $2 billion 
cut. The chairman of the Senate Republican Policy Com- 
mittee, Styles Bridges of New Hampshire, advocated a $3.3 

billion cut, and the House Republican Policy Slensaiiees 
demanded a “substantial, reduction.”. Sen. Harry Flood 


Byrd (D-Va.), chairman of the Joint-Committee on Re- 


‘duction: of Nonessential Federal Expenditures -and the 


Senate Finance Committee, came out for a‘$5 billion slash. 


Half a hundred House Republicans announced on Mar. 5 
that they would support a resolution to limit federal spend- 
ing in fiscal 1958 to $65 billion, or $6.8 billion less than 
proposed by the President. Two weeks later the Senate 


Government Operations Committee approved a bill, spon- 


sored by 71 senators, to create a Senate-House budget 
committee “to provide for more effective evaluation of the 
fiscal requirements of the executive agencies of the gov- 
ernment.” Such a bill has passed the Senate three times 
only to die in the House. Continued opposition by House 


-Appropriations Committee leaders is expected this year not- 


withstanding economy demands. 


1 The ‘special 100-day session of Congress i the spring .of 19338 went to the extreme 
of delegating to President Roosevelt broad discretionary ‘authority to cut veterans’ 


compensation and the pay of government employees. See “Government Spending,” 
E.R.R., Vol. Il 1949, p. 881. ° 
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Republican state chairmen from 18 Middle Western and’ 
Rocky Mountain-states voiced strong protests over the size 
-of thé budget at a Feb. 22 conference in Chicago. Philip 
-G. Kuehn, ‘Wisconsin chairman, asked: “How can we justify." ° 
the biggest budget in history when we have campaigned for 
years against higher spending?’ : According ‘to Perry M. 
‘Shoemaker, president of the New York State Chamber .of 
Commerce, the budget has “shocked businessmen every- 

where.” John S. Coleman, presidént of the U.S. Chamber 
of Commerce, told 200 members of that organization at a 
. “national top strategy meeting on econoriy” in Washington, 
Mar. 14, that the country’was in “a critical state.of affairs”; . 
the Chamber is lobbying for a $5 billion cut-in budgeted ° 
1958 expenditures. The National Association of Manufac- 
turers has -recommended: reductions adding up to $8.2 
billion.? ee . ; . 


The President said in his budget message that the spend- 
ing programs which he recommeénded reflected “the general 
.responsibilities of a government which will be serving 172 . 
million people in the fiscal year 1958.” Despite the special 
difficulty of holding down spending when. population and 
prices are both rising, Secretary of: the Treasury George | 
M. Humphrey invited Congress to cut the budget wherever 
it could, but he declined to point out where possibilities 
for reduction might be found. Vice President Nixon said: 
“We are going to see that every dollar is cut that can be 

cut consistent with national security and services.” 
BUDGET TUSSLE BETWEEN PRESIDENT AND CONGRESS . . 
The existing political division: between the Executive and 
. Legislative branches has led to jockeying between the Re- 
publican President and the Democratic:Congress over whose 
job it is to take the lead in budget cutting. The House’ 
adopted a resolution on Mar. 12, by a party-line vote of 
219 to 178,° asking the President to “indicate the places 
and amounts in his budget where he thinks substantial 
reductions may best be made.” At his news conference 
the following day, Eisenhower fired back with the advice | 
that, in order to achieve “any great cuts,” it would be 
necessary to slow down or eliminate important federal 


N.A.M.'a proposed cuts: Foreign aid, $2,250 million; Defense ‘Department, $1,900 
million; Veterans Administration, $337 million; funds appropriated to President, #50 
million; Atomic Energy Commission, $30 million; other agencies, $8,660 million. 


*The House divided 209 Democrats and 10 Republicans for the resolation, 3 Demo- 
crates and 175 Republicans opposed , 
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programs. “Congress,” he added, “‘will have to say which 
_ ones they dori’t want to-carry out. if they. are going to make 
big savings.” — ' 

Congress in recent years has been reluctant to seek sav-— 
ings in the area of spending which accounts for more than 
_ one-half of ‘all federal outlays—the defense budget. Treas- 

ury Secretary Humphrey said in a Detroit speech, Mar. 6, . 

that only 12 per cent of the budget offered “some elasticity 

in the opportunity to save money.” Like the President, he 

‘emphasized that “The really substantial reductions in gov- 

“ernment spending can come only from changes in programs 
. by new decisions of the Congress.” 


«Silla several federal agencies have responded to- 
current economy demands by voluntarily putting curbs on. 
planned expenditures. ‘The Housing and Home Finance 
Agency announced, Mar. 14, that it would ask Congress to 
pare $200. million from its requests for new obligational 
authority for mortgage purchasing, urban renewal, and‘ 
college housing loan programs. The Defense Department 
ordered elimination of 6,400 military and civilian jobs in 
Washington. The State Department ‘made a minor con-. 
_tribution to economy efforts by withdrawing: a request in 
the 1958 budget for a $5 million federal grant for a Cleye- 
. land stadium’ needed to bring the 1959 Pan Ameri ican Games: 
* to the United States. . 


A few hours after Eisenhower said that Congress would 
have to cut.the budget without his guidance, the House 
" proceeded to slice nearly $5 million,.or 23 per cent, from 
funds requested for operating the- White House. .On- the 
Same day it voted, 217 to 188, to kill an. administration - 
. request for emergency aid to corn producers in. the Middle 
West. The Housé accepted, | Mar. 20, Appropriations Com- 
mittee recommendations for- cuts of $517 million (9 per 
cent) in the Independent Offices money bill; the proposed 
reductions included $207 million in appropriations for the 
- Veterans Administration, $165 million in funds for the 
’ General Services Administration, and $91 million in funds 
for the Federal Civil Defense Administration. Rep. Clar-. 
ence Cannon (D-Mo.), chairman of the committee, declared 
on’ Mar. 16 that Congress would cut a total of more than 
$4. billion out of the budget. 


Foreign aid was expected to be one of the principal tar- 
gets of the economy:drive. Mounting pressure to cut spend- 
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ing raised a new obstacle also to congressional approval of 
federal assistance for school construction. . 


Kise OF GOVERNMENT SPENDING UNDER EISENHOWER - 

The all-time high in federal spending was reached in 

il 1945, last full year of World War II, when expendi-' 
tures exceeded $98 billion, of which more than $80 billion 
went to the armed services. Over the next three years 
spending fell to a postwar low of $33.1 billion in fiscal 1948. © 
The Korean War, starting in mid-1950, pushed outlays up 
to $74.3 billion in fiscal 1953. Spending then declined to 
$64.6 billion in fiscal 1955, only to rise thereafter to the 
projected $71.8 billion for next year. 

Bupcet RECEIPTS AND EXPENDITURES, FISCAL 1954-58 
(in billions of dollars) , 


1954 - 1955 1956 1957 * 1968. 
. ; ° (Estimated) 
Receipts s 64.7 60.4 68.1 70.6 73.6 
Expenditures = Big 2 64.6 - 66.5 ° 68.9- 71.8 
Surplus or deficit 1 


4,2 $1.6 +17, +1.8 


Président Eisenhower assumed ‘office in January 1953 
‘pledged to end the Korean War, cut government spending, 
reduce taxes; and balance the budget. He achieved all four © 
goals. An armistice agreément‘in. 1953 paved the way for 
a cutback of-$9.7 billion in national security expenditures 
‘over the next two years—the exact amount by which total 
. fede ral spel nding was reduced during that biennium.. 


Tax reductions of more than $7 billion took effect: in 
1954 and produced a deficit of $4.2 billion in fiscal 1955 
despite a’ further reduction in spending. A’ spectacular 
increase of almost $8-billion in receipts brought a balanced 
budget in 1956. Receipts are expected to keep pace with - 
rising expenditures this year and next and leave small 
surpluses to be applied to reduction of the’ country’s s huge 
‘public debt. 


The cont of national protection— which includes spending 
for the armed services, the Atomic ‘Energy Commission, 
and military aid to other countries—represents 63 per cent 
of the estimated otitlay in 1958 and accounts for most of 
the increase over current spending totals. But critics of 
the new budget point to the fact that, since 1955, most of. 


‘the increase in total expenditures has occurred © in non- 
defense items. 


208 - 


Spénding Controls 


EXPENDITURES BY: MAJOR FUNCTION, FISCAL 1954-58 
: (in dillions of dollars) ° 


1954 © “195 5 . 1956. 1957 1958 
. ; ; (Estimated) 
Major national security 46.9 — 40.6 6 40.6 . -41.0 43.3. 
International affairs a - 22 oe 2.4 _ 2.4 
‘ Veteraris’ benefits 4.3 4.5 48 ~ 4.9 5.0" 
Labor and welfare 2.5 2.6 2.8 3.0 3.5 
- Agriculture Sat 2.6 “ee . 4.9. iF... = BO: 
Natural resdurces ” i. 1.2 - Ad... IA. "1.5 
*Commerce and housing .8 ~*~ 1.5 _ 24 ae: 1.7 
General government is a. 1.6 "1s 1.5 
Interest on debt..." ° 6.5 64 °- “68 <1 SS 7.4 


Some of the inérease in spending since 1955 can be traced 
to higher costs, as distinguished from added outlays for 
new services or programs. Thus the Defense Department 
will spend. $2 billion more next year because; according to 
the President, “the new and more powerful weapons which 
‘are being delivered to our armed forces in increasing quan- 
tities and varieties are much more costly to produce, oper- i 
ate and maintain than the weapons they are replacing.” 
And higher interest rates are lifting the cost of servicing 
the national debt (from 1955 through 1958) by $930 mil- 
lion, although the debt itself is being reduced by an esti- 
mated $5.2 billion,’ ; 


New or enlarged .programs, however, account for a.sub- 
_ stantial part of the increase in federal spending. ° Publi¢ 
health expenditures, for éxample, jumped -from $275 mil- 
lion in 1955 to an estimated $500 milion this year and-will . 
go to $600. million next year. Over the same.period, spend- 
ing for civil aviation will rise fram $253 million to $465 
million; for veterans’: compensation and pensions, from | 
$2.7 billion to $3.1 billion. , 


Net spending for price support salad 9 to farmers is 
expected to drop from $3.6 billion last year to $1.9 billion 
this year. But the “soil bank’? program of conservation 
- payments’ approved May 28, 1956, will cost more than $1 
-billion this: year and a liké amount next year. The 1958 
budget provides $185 million for. school construction, as a 
beginning on the four-year $1. 3 billion penaraan desired by | 
_ the President. 


‘One major spending item approved by Congress last year 
does not even appear in the budget. This is the new high- 
way program, which calls for federal outlays of $26.9 bil-- 
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lion over a 13-year period. Revenues from increased excise - 
taxes on gasoline, tires and Other items are to be channeled 
into a special trust fund from which ‘expenditures will be 
made. Spending from this fund (not included in the budget 
totals given above) is estimated at $1.1 billian this year and 
$1.8 billion next.year.- 


Poor ‘OuTLOoK ror ‘TAX Cut Wirnovr SPENDING ‘CUT 


Much of the'criticism leveled at the budget springs from 
a desire to.see taxes reduced. The President agreed in his 
budget message that “tax rates‘are still too high.” But-he 
said that “The reduction of tax rates must give way under 
present circumstances -to the cost of meeting our urgent 
national responsibilities.” Even the surplus of $1.8 billion - 
estimated for 1958 is contingent upon (1) a further post- 
‘ ponement of scheduled reductions: in corporate income and 

certain excise tax rates. which would cut federal revenues 
’ by $3 billion, and (2) an increase in postal rates designed 
to produce additional revenue of $654 million a year.‘ 


Treasury ‘Secretary Humphrey said, Jan. 16, that unless, 
“over a long period of time,” spending and taxes are re- 
duced, “I will predict that you will have a depression. that 
will curl your hair, because we are just taking too much ° 
money out of this economy.” But Budget Director. Percival 
F. Brundage told the- Joint Economic Commiftee of the 
Congress on Jan. 29 that he.saw ho-prospect of lower . 
spending, even in fiscal 1959. He ‘indicated that the pres- 
sures would be for even larger spending. 


In the Budget Director’s opinion, general tax reduction 
‘depends not so much on a reduction in’spending as on an 
increase in revenues, which in turn rests on continuation 
of the economic boom. Humphrey’ nevertheless. told the 
_ Economic Committee, Feb. 4, that “We are going to have © 
. to reduce government expenditures along with the increased 
income to have a sufficient amount: of money to pay for a- 
tax cut.” 


* The temporary tax increases, imposed originally by the Revenue -Act of 1951, have 
*beeri extended annually on a one-year basis since 1954. The House voted, Mar. 14, for 
another extension and the Senate is.expected to do‘ likewise before the scheduled 
“expiration date of Apr. 1 A bill to increase postal rates; passed by the House #n 
“1956, was not taken up in the Senate. 

cA surplus big enough to warrant general tax: reduction is variously estimated, 
although $38 billion is the figure most often mentioned. To increase the personal 
exemption allowed under the individual income tax from $600 to $700, as frequently 
urged, would lower government revenues by $2.5 billion, according ta a year-old study 
by the ae of the Joint Comaniites on Internal Revenue Taxation. 
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The effect of increased federal-spending on the general 
price level is one of the principal matters of concern: “If 
the budget is balanced .at the new expenditure level,” .Sen. 
Byrd said: on Jan. 16, “it will be accomplished. with in- 
creased inflation. The federal government itself is con- 
tributing ta the inflation by increasing federal budget ex- 
pénditures, by increasing federal trust fund expenditures, 
. and by increasing commitments under federal credit pro- 
grams.” . The.President in his budget message pointed to, 
the prospective surplus as anti-inflationary. Budget Di- 
_ rector Brundage said to the Economic, Committee, however, 
-that “any increase in spending is an added inflationary 
force,’ while Secretary Humphrey observed that a reduc- 
tion’ in. spending would make “a very substantial contri- 
bution” to control of inflation. : 


' The 1958 budget is based ‘on an assumption that the 
nation will continue to enjoy a high level of business ac- 
tivity: with rising national income. Any economic setback, 
such as that experienced in 1953-54, would reduce tax 
revenues, but there is no certainty that government ‘ex- 
penditures also ‘would fall. The theory of compensatory._ 
spending, now accepted by a large number of. economists, 
‘ ealls for such steps as increasing public works expenditures 
and. lowering taxes when the economy goes into reverse. 
. The Presidént’s agreement with this theory was implied in 
the statement, in his Economic Report of Jan, 23, ‘that the 
‘budget should help “to counteract inflationary or . defla- 
tionary tendencies as the situation requires.’ 





Limits on Power to. Control Spending 





AUTHORITY TO SPEND federal funds can be granted 
‘only by Congress, for the -Constitution states that “No 
money shall be drawn from the Treasury, but in conse- 
quence of appropriations made by law.” Once funds have 
‘been appropriated or otherwise authorized, however, their’ ” 
actual expenditure is largely. in the hands of the various 
departments ‘and agencies of the Executive Branch. : 


aoe power of Congress to control spending -as. distin- 
guished from its.authority. to permit expenditures has 
declined over the years for three basic reasons. .The fed- 
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eral: government, whether at the direction of Congress or 
with its sometimes grudging ‘acquiescence, has assumed 
ever-increasing respon: sibilities entailing large financial 
‘commitments. At. the same time, the cost of the govern- 
ment’s services has advanced with thé rising level of prices. 

Finally, thé increasing .scope and complexity of , federal 
activities have outrun’in some measure the capacity ‘of Con-° 
gress for detailed supervision of government spending. 


PROCESS OF FEDERAL Bu DG ETING AND APPROPRIATING 


The responsibility of initiating the budget rests with the - 
President. Under the Budget and Accounting Act of 1921, 
he must send to Congress at the beginning of each regular 
session a budget showing in detail estimates of expendi- 
tures, appropriations, and receipts for the ensuing fiscal 


year, together with figures for the most recent and current - - 


fiscal years. 


Putting this document together:is the direct responsi-. 
bility of the Bureau of the Budget. The process starts 18. 
months before the opening. of the, fiscal.year for which | 
appropriations are requested. ‘This means that the Budget 
Bureau is now already at work on the estimates to. be’ pre- 
sented to-Congress next January for the fiscal year starting 
July 1, 1958,-and not ending until June 30, 1959. 


The first step is -establi: shment of over-all policy goals. 
_In July of each’ year the Bureau issues its call for esti- 
mates from the various departments and-agencies. The 
estimates are reviewed by the Bureau, which holds hearings 
‘with the responsible officials, usually in October. and No- 
vember. The Budget Director then may recommend changes 
to the President, who has the final word. Estimates usually . 
are cut by substantial amounts between the time they are 


‘drawn up in the agencies, and. the time the budget goes to 
Congress. 


From that day forward, the budget is handled in piece- 
meal fashion. It is referred to. House and Senate Appro-’ 
priations committees, which parcel out the estimates to 
various subcommittees. Meanwhile, new progranis or those 
requiring new authorizations are reviewed by legislative 
committees and subcommittees.° * Each authorization or 


“Executive officers are required to "juntity their programs before four or more 
committees It has been a rule of the House of .Representatives since 1837 that - 
appropriations must have been previously autKorized by law ‘(Rule XXI, section 2), ° 
except for the continuation of public weet in progress.”—George B. Galloway, The - 
Legialative Process in Congresa (1953), > 124. 
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appropriation bill must win the approval of the full com- 
mittees concerned, then of both chambers of Congress and 
the President before’ becoming law. But at‘no point does 
; Congress - -seek to reconcile authorizations and appropria- 

tions as a whole with the. ov er- all budget submitted by the - 
. President.. . 


Congressional. action ‘last year on the foreign aid pro- 
gram illustratés. the complexity of the legislative process. 
The President, in a special message Mar. 19, asked $4.7 
“billion-in authorizations and $4.9 billion in appropriations 
for the Mutual Security Program for fiscal 1957. “The 
House Foreign Affairs Committee held hearings-on the 
authorization request from Mar. 20 through May 10, and 
on May -25 reported a bill authorizing the appropriation 
of $3.6 billion in new funds. That measure was approved 
by the House, June 11, without substantial change. 


On the Senate side,. hearings were held from Apr. 13° 
through May 31- by the Foreign Relations Committee, which 
on June 19 reported an amended bill to -authorize $4.3 
billion in new funds... A slightly larger amount was: ap- 
proved by the Senate itself on June 29. After the differ- 
ence between the amounts allowed by the House and Senate 
had been compromised by a conference committee, both 


chambers agreed, July 9, sto a new foreign aid authorization 
of $3.9 billion.- 


‘Meanwhile, the House Dttaatatian Committee .had 
been considering the actual amount of money to be granted. 
After hearings from May 24 through June 14, the com- 
mittee on July 6 recommended appropriation. of $3.4 billion 
‘ in new funds, an amount accepted by the full House, July 11. 
Three days later the: Senate Appropriations Committee 
recommended appropriation of $4.1 billion, and the Senate 

‘ voted that amount on July 24.- As in the case of the author- 
‘ .ization measure, Senate and House’ conferees agreed, -July 
25, to split the difference ; the sum finally appropriated was: 
.a little . under - $3.8 billion—about .$1 billion below the 
_amount requested by. the President. 


LAG BETWEEN AUTHORIZATIONS AND “Money OUTLAYS 


- Actual expenditures for foreign aid during the current 
fiscal year are estimated in the budget at $4.1 billion, or 
$300 million ‘more than was appropriated last July. Simi- . 
larly,. foreign: aid_ expenditures in fiscal 19 56 .amounted to 
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$4.2 billion, although Congress in 1955: had appropriated 
only $2.7 billion.” The explanation for the disc repancy lies 
-‘in the method of: authorization. ; . 


_Congress authorizes appropriation of funds-in terms of 


obligations to pay rathér than in- terms of actual or esti-. 


mated payments. In the.case of agencies whose eosts con- 


sist largely of salaries and housekeeping expenses, there’ 
usually is little. difference between the amount of obliga-_ 
tional authority granted and actual expenditures. But the~ 


difference may be large in the case- of funds for construction 
.or ‘purchase of goods. 


The defense and foreign aid programs, in particular, in- 
volve projects which may require several years far com- 
pletion. Although the cost of such projects is met over 


‘several years, authority to obligate funds allows.the admin- . 


istrators to make contracts or other commitments to pay 
at a later date. The result is the so-called “pipeline” of 
authorized expenditures, from which .the agencies may 
draw as needed. Appropriations replenish the “pipeline” 
while expenditures deplete it, but not necessarily. at the 
same rate. — ; 


When Congress added. $2.7 billion to the funds in the 
foreign aid “pipeline” in 1955, almost $10.7 billion became 


‘available for the program. - Spending in fiscz al 1956 ‘reduced 


that sum by an amount greater than the new money pro- 
vided by Congress last year, so the balancé dropped to 
$10.1 billion for the current fiscal year. ‘If Congress this 
year appropriates less than the $4.1 billion scheduled to 
be spent by June 30, the balance remaining available will 


drop by a corresponding amount. Even if'no new appro- - 
priation was made, the-Executive Branch would still be: 


able to spend more than $6 billion for foreign aid. 


Balances available next June 30 for spending of all kinds 


will total almost $70 billion, not counting new appropria- - 


tions. Although the budget estimates expenditures of $71.8 


billion next year, the President wants new obligational 


_ authority of $73.3 billion. If this should be granted in full, 
‘budget, authorizations would total $143.3 billion. 


The carryover of ‘authorizations to spend has dropped 
steadily since the end of fiscal 1953, when it exceeded $100 
billion. Under the proposed budget the carryover would 
increase during the fiscal’ year to a total slightly above 
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the $70 billion anticipated on June 30, 1957. Any substan-. 
tial cut in the budget. would be reflected in a smaller carry- 
over on June 30,.1958.-. But because of the lag between 


: authorization and expenditure in the areas of heaviést 


spending, actual government outlay during fiscal 1958 
would be reduced -by a smaller.amount. About $24 billion 
of the $71.8 billion scheduled in the budget for expenditure- 
next year will come gut of prior authorizations. 


GROWTH OF STATUTORY EXPENDITURE COMMITMENTS 


The power of Congress to control spending has been, 


diminished to an important extent*by the growth of fixed” 


obligations of one kind or another. A permanent appro- 
priation to pay interest on the public debt, estimated at 


‘$7.3 billion. for next year, which Congress cannot touch, 


represents 10 per cent - the budget. 


Legislation for payment of compensation benefits and 
pensions to veterans imposes another heavy commitment. 


Some 2.7 million veterans and 1.2 million dependents were 


receiving compensation last year amounting to $1.9 billion. 
Pensions, costing ‘almost $1. billion, were going to more 


than a million veterans or:their survivors. As for the 


future, the budget. states that;- 


- Total compensation. payments are expected to start’ declining 
slowly within a few years, as World War I and World War II 
veterans and dependents leave the rolls more rapidly than veterans 
of more recent service, and their dependents become eligible. 

Because many of the non-service-connected ailments accepted as 
establishing eligibility for pensions are normally associated with - 
advancing age, the pension rolls will continue to grow until near 


the end of this century as veterans grow older and as more sur- 
vivors become. éligible. . 


New compensation benefits added by Congress in 1956 
are expected to cost an additional $45 million next year. 
Later this year the President will propose appropriations 
of $100 million ‘‘to provide improvements in veterans’ com- 
pensation, pension, and other benefits.” All told, the $5 
billion which the government expects to lay out for vet- 
erans’ services (including $800 million for hospital care), 
compensation and ‘pensions is subject to only relatively . 
minor reduction without changes in existing laws. 


Federal grants to state ‘and local’ governments constitute. 
another area of spending that .is difficult to control. Almost 


$4.5 billion will be spent this year on a great variety of. 
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programs involving federal participation. Largest of these 
. is the public assistance program, estimated to .cost $1.6 
billion this yéar and $1.7 billion jin fiscal 1958.- Under this 
‘ program, as explained in the budget: “The amount paid to 
each state is determined by a statutory formula. : . . Con- 
sequently, the amount -appropriated in advance does not 
necessarily. limit the total of federal payments for a given 
year, Congress customarily provides a supplemental ap- 


propriation if this is necessary to cover. the claims sub-. ~ 


mitted by. the states.”.” 


The ebst of federal aid programs will rise by- $1 billion 
next year, according to budget estimates. - Included in the 
total is the sum of $185 million for school construction aid 
not yet authorized by Congress.. But most of the increased 
_spending is involved in going programs for which legis- 
lative authority already exists. To cut this spending, 
Congress would -have to abolish the programs—a difficult 
if not impossible undertaking. © 





_SocraL Securtry FiNANCING AND MORTGAGE INSURING 


Budget authorizations.and expenditurés cover only a part 
of the government’s financial commitments. The opera- 
_tions of: various trust funds and credit programs, while 
‘for the most part on a self-sustaining basis, involve con- 
tractual- obligations—w hether statutory or moral—to pay 
out large sums of money. . 


Total trust fund receipts are ‘estimated at: $14.3 billion 


this year and $15.9 billion next year, while expenditures of .° 


$12 billion arid $14.4 billion are projected. These trans-. 
actions do not appear in the budget and do not affect the. 
budgetary surplus or deficit. But they do affect the rela-. 
tionship between total federal receipts from the public and 
payments to the public, which is a truer measure of the 
impact of federal activities on the economy. 


The Old-Age and Survivors Insurance trust fund is the 
largest. The balance in that fund will reach $23.4 billion 
on July 1, almost one-half of the $51.3 billion balance. esti- 
‘ mated -for all trust funds. . Other large balances, most of 

which are invested in government securities, include unem- 
' ployment insurance, $9.1 billion; federal employees’ retire- ; 
ment fund, $7.5 billion; veterans’ life insurance, $6.8 billian ; ; 
railroad retirement account, $3.7 billion. 





* The Budget of the United States Government, 1958, p. 1128. 
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Taxes on employers “a employees, which siliaias $6.: 3 
billion: in O.A.S.I. revenue last year, are expected to yield 
$6.4 billion this year and $6.6 billion next yéar. Cash pay- 
ments for benefits will rise in the meantime from $5.4 

billion to $7.2 billion. Additional income from state pay- 
' ments and from investments ‘is expected to cover the higher 
benefit payments and add about $140 million to the fund’s 
-balance by ‘the end of .fiscal 1958. ‘But the actuarial sound- 
ness of the fund has-been questioned, and there is the 
chance that Congress will have to make up future deficits. 


.. Appropriations for. most of the trust funds, including 
O.A.S.I, are made under permanent statutory authority 
and do not requiré further action by Congress.” The fund 
set up by the Federal Aid Highway Act of 1956 does re- 
quire an annual appropriation. The law-states that, if total 
-receipts amount to less than expenditures from the fund, 
“Congress shall enact legislation in order to bring about a 
. balance of total receipts and total expenditures.” Secretary 

Humphrey estimated last year that “the cumulative defici- 
_ency in the trust fund would begin in the sixth year, 1962, 
and would exceed $4.7 billion by 1969.” " 


The extent of the government’s involvement in the credit 


field is shown by the fact that federal agencies have insured ~~ 


or guaranteed more than 40 per cent of:all outstanding 
home-mortgage loans in the country. Cumulative net com- 
mitment authority under major credit programs . stood .at 
. $73.7 billion on last June 30, and is expeeted to reach $82 
billion by June 30, 1958. At that time, almost $20 billion 
will be outstanding-in loans,. while guarantees and insur- 
ance in force will amount to almost $50 billion. 


Net budget expenditures for all federal credit programs 
_ are expected to rise from $1.1 billion in fiscal 1956 -to $1.4 
-billion néxt year. These expenditures represent, for the 
most part, an excess of direct. loans over repayments. 
‘ About one-half of the loans outstanding have been made to 
foreign borrowers, including loans of $3.4 billion to the 
United Kingdom, $3.4 billion by the’ Export-Import Bank, 
and $2.3 billion by the International Cooperation Adminis- 
tration. Other major loan and investment programs are 
administered by the Federal National Mortgage Associa- . 
tion, $3.4 billion outstanding; Rural Electrification Admin- 


-istration, $2.7 billion ;-Commodity Credit Sanpenetien, 4 
bilion. 
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The loans represent money already paid out, so, that 
defaults: by the borrowers would not entail additional ex- 
penditure.’ But so.long as new loans exceed repayments, the 
difference adds to budgetary expenditures. As for the gov- ° 
-ernment’s contingent liability of about $50 billion. under 
_ various insurance and guarantee programs, the spending” 
_ commitment is potential rather than‘actual. “The prob- 
ability that the government will be called upon to take over 
. any substantial part of the guaranteed or insured portion 
' of outstanding loans is small, except possibly in‘a national 
financial emergency. 8 





Efforts to Fortify Control by Congress 





THE SPENDING POWER has been a source .of, dispute. 
between: Congress and the Executive Branch since the - 
founding of the Republic. In an authoritative history of 
efforts by the Legislative Branch to control expenditures, 
_Wilmerdirig writes: 


By permitting transfers between appropriations, by authorising . 
the use of departme ontal receipts without* limitations of amount, 
by .creating ‘government agencies which ‘operate wholly or partly 
outside the ambit. of the appropriating power, and by other means, 
Congréss has at. various timés and in varying degree loosened its 
‘control over the-‘separate . appropriations. 

Coincidentally, the Executive, .by mingling. appropriations, by 
bringing forward the unexpended balarices of former appropria- 
tions or backward the anticipated balances of future appropria- . 
tions, by incurring coercive deficiencies, and by other methods, has 
taken, not always with warrant of law, a power... to vary the 
appropriation directed by Congress itself.? 


Although responsibility for determining how much the 
government. s  uld spend is divided between the President 
and Congress, it is impossible to say in what proportion. 
‘This confusion is compounded currently by: the fact that 
the President’s party is not in control of either House or 
Senate. , 


Congress in recent years has sought to reassert its 
authority over spending. The Government Corporation 
“8 Ibid. p. 1106, 

* Lucius Wilmerding, Jr., The Spending Power (1948), p. 198. 
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Control Act of 1945 required government corporations to 
submit annual budgets and subjected their operations to 
audit control by ‘the Government Accounting Office. The 
Appropriations and other:committees have made extensive 
use of their investigative power to spotlight instances of 
waste and extravagance in government operations. But 
Congress has’ yet to solve the problem of controlling total 
spending while appropriating funds on a, piecemeal basis. 


FAILURE OF LEGISLATIVE AND OMNIBUS BUDGET PLANS 


Under the Legislative Reorganization Act of 1946 Con- 
gress.undertook an experiment.in drawing up its own bud- 
get. A joint Senate-House budget committee was to con- 
sider the President’s budget, make its own estimates of 
expenditures and receipts for the ensuing fiscal year, and 
recommend “the maximum amount to be appropriated for 
expenditure in such year.” This so-called legislative budget 
and appropriations ceiling was then to be confirmed by 
adoption of a concurrent resolution. 


The first attempt to use the legislative budget procedure, 
in 1947, failed when Senate and House conferees dead- 
locked over the question of dividing a projected surplus 
between tax reduction and debt retirement. The next year 
.a budget resolution was actually adopted, but Congress then 
proceeded to appropriate $6 billion more,than the total set 
-by its ceiling. In 1949 both chambers agreed to push the: 
deadline for submission of the legislative budget back from 
Feb. 15 to May 1. By then, however, most of the regular 
appropriation bills had passed the House, so the legislative. 

budget was dropped. -. 


Another tack was taken in 1950, when all general appro- 
priation bills were consolidated ina single measure. Under ' 
this procedure more than $2 billion was cut from the 
President’s estimates, and the omnibus bill took two months’ 
less time to clear Congress than had 1949’s separate money 
bills. Rep. Clarence Cannon (D-Mo.), then as now chair- 
man of the House Appropriations Committee, said: ‘The 
single appropriation bill offers the most practical and effi- 
cient method of handling the annual budget.” The next. 
year, however, the House committee voted to return to the 
old piecemeal method of making money grants. -Cannon 
blamed special interests for this “backward step.” He 


” See “Government Spending,” E.R.R., Vol. il 1949, pp. 818-832. 
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said: “Every predatory lobbyist, every-pressure group seek- 
_ ing to get its hands into the United States Treasury, every 

bureaucrat seeking to extend his’ empire downtown is 
- opposed to the consolidated bill.” 


' The Senate voted in 1953 to make another ty ‘at the 
omnibus approach and to place limitations on various 
forms of spending by the Executivé Branch. But its reso- 
lution was not acted on by the House and died with ad- 
' journment of the 82nd Congress. 


. PROPOSAL. s TO Put MANDATORY C FILINGS ON SPENDING 


The furore over the Eisenhower budget for fiscal 1958 
has focused interest on proposals to put a statutory limit 
on federal spending. Rep. John H. Ray (R-N.Y.) intro- 
duced a House resolution, Feb. 19, to limit expenditures 
during the next fiscal year to $65 billion, and to apportion ° 
receipts in excess of that amount between debt and tax 
reduction in equal sums. A similar proposal by Rep. Edgar - 
W. Hiestand (R-Cal.) would limit appropriations alone to - 
$65 -billion and allot any surplus entirely to reduction of 
the public.debt. Neither resolution would be binding on 
Congress if it wished to go above the prescribed ceiling. 


The House Rules Committee began hearings on the Ray 


proposal ‘Mar. 5. The ranking Republican members of the * 


House Ways and Means and Appropriations committees— 
Reps. Daniel A. Reed and John Taber, both of New York— 
gave it their support. Appropriations Committee Chairman 
Cannon said the Ray plan would not work because of the 
multiple-bill method of handling appropriations. Speaker - 
Rayburn (D-Tex.) opposed the idea.of a ceiling because it . 
would tie someone’s hands in advance and “You never 
know what’s going to come.” An unidentified Republican 
member of the House Appropriations Committee was quoted 
by the Wall Street Journal (Mar. 4, 1957) as saying: “I 
don’t think this approach is realistic or practical, but it’s 
fine from a psychological point of view.’ 


Sen. Byrd has long favored an amendment to the Con-’ 
stitution which would require the President to present and 
Congress to enact a balanced budget except in times of 
declared war or national emergency. A joint resolution 
embodying such an amendment was introduced on Jan. 22 
by Sen. Bridges, with Byrd as co-sponsor. If put- into the 
fundamental law, the amendment would not of itself reduce 
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government spending, because revenue would be the con- 
trolling factor. But the propensity of Congress to vote 
tax reductions, especially in election years, would operate 
to reduce expenditures by reducing ‘revenues. 


. ‘Rep. Noah -M: ides (R- Ill.) has proposed calensiiabiens 
for the present income tax amendment of an amendment 
- which would limit federal taxes on income to a maximum . 
of 25 per cent and would eliminate the progressive seahene 
of the present income tax system.!! 


Other constitutional amendments sponsored by enn 
. would prohibit Congress from appropriating funds for pur- 
poses now covered by-the “general welfare” clause and 
‘ would forbid grants to other nations except in time of 
- war. Neither of these proposals has made any more head- 
way in Congress than the budget-balancing amendment 
now sponsored by Sens. Bridges and Byrd. 


HoOovVER PROPOSAL FOR ACCRUED EXPENDITURES BUDGET '- 


The second Commission on Organization of the Execu- 
tive Branch of the Government, headed by former President 
Hoover, recommended 25 changes in federal budget and 
accounting procedures in its final report in June 1955. One . 


' proposal, designed ‘especially to strengthen congressional 


control over -spending, called for a new type of budget 
based on accrued expenditures instead of obligations.’ 


The advantages claimed for the new system are brought 
‘out in- the following illustration. The Navy requests au- 
thority to build a ship over a four-year period at a cost of 
$150 million. At present, Congress appropriates the entire 
$150 million at the outset in terms of obligational authority. . 
But on an accrued expenditures basis, Congress might ap- 
propriate only $20 million in the first year and, in addition, 
- grant contract authority to cover so-called long lead-time . 
items. In the second year, Congress would have oppor- 
tunity to review progress on the ship in the light of actual 
‘cost experience. A new appraisal might lead to a decision 
to stretch out the time of building, thus limiting the appro- 
priation immediately required. In any event, Congress ° 
would be in position to exercise a contro] it now lacks over 





1 See “Tax and Debt Limitation,” E.R.R., Vol. I 1952, pp. 123-140. 


%2As defined by: the Hoover Commission, accrued expenditures represent ‘“‘the 
‘charges incurred for goods and services received and other assets acquired, whether or 
not payment has been made and whether or not invoices have been received.” 
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the rate of construction and expenditure. Adoption of the 
‘accrued: expenditures budget would entail rescission of the 

' present outstanding balances of $70 billion in funds author- 

ized but not. yet. spent. 


An accrued expenditures budget was approved by the 
Senate on June 20 last year, as part of a bill to carry 
out other Hoover Commission recommendations, but was 
dropped on the insistence of key members of the House 
Appropriations. Committee before the measure was sent to 
the President. Rep. Taber told a House Government Oper- 
ations subcommittee on June 19: ; ED 

The suggestion that we get back to contract authorizations is | 
. something that experience has shown costs a lot of money. ... We 
have found, by hard experience, that the worst waste that comes 


and the things that are absolutely impossible of correction come 
from these contract authorizations. 


Comptroller General Joseph Campbell, chief of the Gen- 
eral Accounting Office, denied that adoption of the accrued 
expenditures budget would lead to loss of fiscal control via © 
the contract authority route. Testifying before the Senate . 
- Government Operations subcommittee last June 4, he said: 

It is essential that the initial authority, which may cover a 
forward period sometimes as great as five years or moré, be in the 
‘most flexible terms. . .. As these plans take shape in succeeding 


years much more precise planning and appropriations are practical 
when stated in terms of accrued expenditures. 


Thus, the use of contract authority, when considered by Congress 
to be necessary in connection with the proposed annual accrued 
expenditure bas.s of appropriation, is not . .. a return to prior. 
practices during the period when contract authorizations were 

prevalent and significant. weaknesses were apparent. 


Sen. John F. Kennedy (D-Mass.), who sponsored the pro- 
posed change last year, reintroduced the bill on Jan. 9 
‘ with 44 other senators as‘co-sponsors. Kennedy said that 
adoption of thé.accrued expenditures budget was “impera- 
‘tive in the light of the financial pressures facing us.” The 
proposal has the President’s backing and is almost certain 
of Senate approval. With the country clamoring for more. 
effective control of spending, there may be a better chance 
than last year that the House and its Appropriation Com- 
mittee will go along. 








